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Arizona Corporation Commission Staff ("Staff') hereby provides notice of filing the

18 following items

19 1) Direct Testimony Gordon L. Fox

20 2) Staff" s witness list

Staff' s exhibit list

22 I S ta ff's  Direc t Tes timony

The attached testimony addresses APS' comments, which were filed on May 29, 2007

24 II Staffs Witness List

Sta ff will be  presenting Gordon L. Fox as  its  witness  a t the  July 23, 2007 hearing
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111 . S ta ffs  Exh ib its

N

Sta ff will pre se nt the  following e xhibits



1) Sta ff Report filed on May 18, 2007;1

2) Dire ct Te s timony of Gordon L. Fox,

3) Any e xhibit lis te d by a ny othe r pa rty.
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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET NO. E-01345A-06-0779

On December 15, 2006, Arizona Public Service Company ("APS") and Pinnacle West Capital
Corpora t ion ("P innacle West")  f i led a  joint  applica t ion with the Ar izona  Corpora t ion
Commission ("Cornrnission") request ing Commission author iza t ion of var ious financing
transactions and a declaratory order regarding long-term debt classifications. On May 18, 2007
Sta ff  f i led a  S ta ff  Repor t  r ecommending condit iona l approva l of  the va r ious  f inancing
transactions and denial of the request for a declaratory order.  On May 29, 2007, APS filed
comments on the Staff Report. On June 22, 2007, the Commission Chief Administrative Law
Judge issued a Procedural Order scheduling a hearing in this matter for July 23, 2007, and
ordering APS, Staff and any intervenor to file with Docket Control all exhibits to be used at the
hearing no later than July 18, 2007. The purpose of this testimony by Staff witness Gordon L
Fox is to comply with the requirements of the Procedural Order and to present Staflf"s final
position, which includes consideration of APS' comments to the Staff Report

Staff understands that APS supports Staff"s fundamental recommendations but seeks specific
modifications and clarifications. S ta ff  has  only minor  content ions  with APS '  comments
including: (1) the need to provide exemptions for  exist ing obligations rela ted to the sale
leaseback of Unit 2 of the Palo Verde Nuclear Generating Station to the termination of existing
authorizations on December 31, 2012, (2) allowing an exemption to the termination of the long
tern debt threshold on December 31,  2012 under  specified circumstances,  and (3) Staff"s
preferred use of annual audited financial statements as opposed to quarterly financial reports for
application of the common equity test

Staff makes the following recommendations

Staff recommends increasing APS' authorized long-term debt threshold to $4.2 billion subject to
the following conditions: (1) common equity divided by common equity and long-term debt
(including current maturities) is 40 percent or greater using the most recent audited financial
statements adjusted to reflect changes to outstanding debt and (2) modified debt service coverage
ratio is equal to or greater than 2.0

Staff fur ther  recommends that  the short-term and long-term debt levels authorized in this
proceeding terminate on December 31, 2012

Staff fur ther  recommends that  the author izat ions to incur  shor t-term and long-term debt
obligations provided in this proceeding replace all existing authorizations to incur new short
term and long-term debt obligations, that all existing authorizations to incur new short-term and
long-term debt obligations terminate upon the effective date of the authorizations provided in
this proceeding, and that all existing obligations remain valid

Staff further recommends authorization for APS to incur short-term debt not to exceed $500
million above 7 percent of total capital provided that (1) the excess over 7 percent of total capital



sha ll be  used sole ly for cos ts  re la ting to na tura l ga s  or power purchases  and (2) a s  APS has  an
a uthorize d a djus tor me cha nism for re cove ry of the se  kinds  of cos ts . In the  e ve nt tha t a djus tor
mechanism is  te rmina ted, the  short-te rm debt authoriza tions  granted should continue  for only an
additiona l 12 months

S ta ff furthe r re comme nds  a uthoriza tion for APS  to (1) conduct the  a ctivitie s  e nume ra te d in the
applica tion tha t a re  necessa ry to secure  and mainta in debt, (2) to de tennine  the  form of security
if any, for the  continuing long-te rm debt and the  continuing short-tenn debt, execute  and de live r
the  s e curity ins trume nts , a nd e s ta blis h a nd a me nd the  te rms  a nd provis ions  of the  s e curity
ins trume nts , a s  ma y be  de e me d a ppropria te  by APS  in conne ction with the  long-te rm de bt a nd
the  short-tenn debt, and (3) to pay a ll re la ted expenses, a ll as  contempla ted in the  applica tion and
by the  exhibits  and te s timony

S ta ff furthe r re comme nds  tha t whe n AP S  e nte rs  into a  s ingle  a gre e me nt/tra ns a ction or a n
aggrega te  of s imila r agreements /transactions  or an amendrnent(s ) to an exis ting agreement(s )
with a  s ingle  entity in which APS incurs  long-te rm debt exceeding $5,000,000 within a  ca lenda r
ye a r, tha t APS  file  with Docke t Control within 90 da ys  a  de scription of the  tra nsa ction(s ) a nd a
de mons tra tion tha t the  ra te s  a nd te rms  we re  cons is te nt with  thos e  ge ne ra lly a va ila ble  to
comparable  entities  a t the  time

S ta ff furthe r re comme nds  de nia l of P inna cle  We s t's  re que s t for a uthoriza tion of a  wa ive r of
A.A.C. Rule  14-2-803 pursua nt to A.A.C. Rule  14-2-806. In the  a lte rna tive , S ta ff re comme nds
a uthoriza tion for P inna cle  We s t to gua ra nte e  AP S ' de bt from time  to time  in inde te rmina te
amounts

S ta ff furthe r re comme nds  a uthoriza tion for AP S  to re imburse  P inna cle  We s t for de bt s e rvice
cos ts  pa id by P innacle  West on beha lf of APS in conjunction with the  provis ion of gua rantees  of
APS debt and a  cos t of money on those  payments  a t a  ra te  not to exceed tha t of the  underlying
loa n(s )

S ta ff furthe r re comme nds  de nia l of AP S ' re que s t for a  de cla ra tory orde r confirming tha t only
traditiona l indebtedness  for borrowed money requires  prior Commiss ion authoriza tion

An increase  in APS ' long-te rm debt to $4,200,000,000 would crea te  a  current capita l s tructure  of
43.3 percent equity and 56.7 percent long-term debt
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1 INTRODUCTION

2 Q Please state your name, occupation, and business address

My name is  Gordon L. Fox. I am a  Public Utilities  Analyst Manager employed by the

Arizona  Corpora tion Commiss ion ("ACC" or "Colnmiss ion") in the  Utilitie s  Divis ion

("StafF'). My business address is 1200 West Washington Street, Phoenix, Arizona 85007

7 Q- Briefly des cribe your res pons ibilities  as  a Public Utilities  Analys t Manager

In my capacity as a Public Utilities Analyst Manager, I supervise analysts whose duties

include preparation of testimonies to provide the Commission with Staff recommendations

regarding rate base, operating income, cost of capital, rate design, securities issuance and

other financial regulatory matters

1 3 Q Pleas e des cribe your educational background and profes s ional experience

Shave seventeen years' regulatory utility auditing and rate analysis experience (14 years at

the Commission and 3 years at RUCO) and four years' experience Mth a cable TV utility

with responsibility for preparing and presenting ra te  applications before  jurisdictional

authorities. I have master and bachelor degrees in Accounting, and I have earned the

following professional accounting and finance certifications: Certified Public Accountant

("CP A"), Ce rtifie d Ma na ge me nt Accounta nt ("CMA") a nd Ce rtifie d in Fina ncia l

Management ("CFM")

22 Q What is  the purpose of your tes timony in this  case

On December 15, 2006, Arizona Public Service Company ("APS") and Pinnacle West

Capita l Corpora tion ("Pinnacle  West") filed a  joint applica tion with the  Commiss ion

requesting Commission authorization of various financing transactions and a declaratory

order regarding long-tenn debt class ifica tions . On May 18, 2007, Sta ff filed a  Sta ff
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Re port re comme nding conditiona l a pprova l of the  va rious  fina ncing tra ns a ctions  a nd

de nia l of the  re que s t for a  de cla ra tory orde r. On Ma y 29, 2007, AP S  tile d comme nts

("Comme n ts ") on  the  S ta ff Re po rt. O n  J u n e  2 2 ,  2 0 0 7 ,  th e  Co mmis s io n  Ch ie f

Adminis tra tive  La w Judge  is sue d a  P roce dura l Orde r sche duling a  he a ring in this  ma tte r

for July 23, 2007, a nd orde re d AP S , S ta ff a nd a ny inte rve nor to file  with Docke t Control

a ll e xhibits  to be  us e d a t the  he a ring no la te r tha n J uly 18, 2007. The  purpos e  of this

te s timony is  to comply with the  re quire me nts  of the  P roce dura l Orde r a nd to pre s e nt

S ta ffs  upda te d pos ition tha t include s  cons ide ra tion of AP S ' Comme nts  to  the  S ta ff

Re port.

Q-

A. Sta ff anticipa tes  us ing this  te s timony, the S ta ff Report and its  a ttachments  and a ll exhibits

used by APS . The  S ta ff witne ss  is  Mr. Gordon L. Fox.

E XHIB ITS

What exhibits  does  Staff antic ipa te  us ing a t the  hearing?

STAFF'S RESPONSE TO APS' COMMENTS TO THE STAFF REPORT

Q. What is Staffs general understanding of APS' Comments to the Staff Report?

A. S ta flf's  unde rs ta nding is  tha t AP S  supports  S ta flf"s  funda me nta l re comme nda tions  but

seeks  specific modifica tions  and cla rifica tions .

1
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2 0

2 1

22

23

2 4

25

2 6

MODIFICATIONS TO THE CONDITIONS TO ISSUANCES OF LONG-TERM DEBT

Q, Does APS seek modifications to Staff's recommended conditions to issuances of debt?

A. Ye s . S ta ff re comme nde d "incre a s ing AP S ' a uthorize d long-te rm de bt thre shold to $4.2

billion subje ct to the  following conditions : (1) common e quity mus t re pre se nt a t le a s t 40

pe rce nt of tota l ca pita l (common e quity, pre fe rre d s tock, long-te rm de bt a nd short-te rm

de bt) a nd (2) the  de bt s e rvice  cove ra ge  ra tio ("DS C") mus t be  e qua l to or gre a te r tha n
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1.0." AP S  se e ks  thre e  modifica tions  to S ta ffs  re comme nde d conditions  to is sua nce s  of

4

5

Modific a tion  No . 1 - App lic a tion  o f Cond itions

What is  the  firs t modifica tion reques ted by APS?Q

The  Exe cutive  S umma ry of the  S ta ff Re port, in s umma rizing S ta ffs  re comme nda tion

sta tes , "S ta ff recommends authoriza tion of the  long-te rm debt threshold proposed by APS

subject to the  condition tha t subsequent to a ny de bt (emphasis  added) issuance  common

equity must represent a t leas t 40 pe rcent of tota l capita l and the  DSC must be  equa l to or

grea te r than 1.0 (ca lcula ted us ing the  most recent audited financia l s ta tements  adjusted to

reflect changes to outstanding debt)

AP S  ide ntifie d a  dis cre pa ncy be twe e n S ta ffs  re comme nda tion in the  S ta ff Re port tha t

a pplie s  the  conditions  to  long-te rm de bt is s ua nce s  ve rs us  S ta ffs  s ta te me nt in  the

Exe cutive  Summa ry tha t a pplie s  the  conditions  to a ny de bt is sua nce s . APS  s ta te s , "The

Compa ny a gre e s  tha t a  short-te rm de bt compone nt would be  include d in the  cove ra ge

ca lcula tions  a t the  time  the  Compa ny is s ue s  long-te rm de bt." (Comme nts  a t 3). S ta ff

a gre e s  with the  Compa ny's  cla rifica tion tha t the  conditions  would be  a pplie d a t the  time

the  Company issues long-te rm debt and tha t the  ca lcula tion would include  short-tem debt

21

22

Modification No. 2 - Calculation of Common Equity Test

What is the second modification requested by APS?Q

The  S ta ff Re port de fine s  the  40 pe rce nt e quity te s t a s  a  fra ction with common e quity a s

the  numera tor and the  aggrega te  of common equity, pre fe rred s tock, long-te rm debt and

s hort-te rm de bt a s  the  de nomina tor. AP S  s ugge s ts  us ing the  de finition a dopte d in

Decis ion No. 65796 tha t use s  common equity a s  the  numera tor and common equity and
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long-te rm de bt (including curre nt ma turitie s ) a s  the  de nomina tor. AP S  sugge s ts  this

cha nge  "for the  s a ke  of cons is te ncy." (Comme nts  a t 3). S ta ff ha s  no obje ction to the

Company's suggested change

In addition, a ccording to the  S ta ff Report, the  40 pe rcent equity te s t would use  "the  mos t

recent audited financia l s ta tements  adjus ted to re flect changes  to outs tanding debt." APS

ins tead proposes  to use  "the  most recent fisca l quarte r." (Comments  a t 3). S ta ff continues

to advocate  use  of audited financia l s ta tements

10

11

Modification No. 3 - Debt Service Coverage Ratio

Q What is the third modification requested by APS?

For the  purpose  of measuring the  DSC conditiona l requirement for debt issuance , the  S ta ff

Report de fines  DSC as  ope ra ting income  plus  deprecia tion and amortiza tion and income

tax divided by inte res t and principle  on short-te rm and long-te rm debt le ss  short-te rm debt

and inte rest re la ted to purchased power and na tura l gas  and using the  most recent audited

financia l s ta tement adjusted to reflect change to outstanding debt

AP S  propos e s  to us e  a  "Modifie d DS C" tha t would e xclude  principa l de bt re pa yme nts

(Comme nts  a t 5). Exhibit B of AP S ' Comme nts  provide s  a  de ta ile d  e xa mple  of its

propose d Modifie d DS C ca lcula tion. S ta ff ha s  no obje ction to use  of the  Modifie d DS C

a s  a  conditiona l re quire me nt for de bt is s ua nce . Howe ve r, the  Modifie d  DS C is  no t

dire ctly compa ra ble  to  S ta ff's  propos e d DS C. In  g e n e ra l,  th e  Mo d ifie d  DS C is  a

cons ide ra bly le s s  re s trictive  s ta nda rd. S ta flf's  DS C is  roughly twice  a s  re s trictive  a s  the

Modified DSC. If the  Commiss ion we re  to adopt the  modified DSC approach, it would be

ne ce s s a ry to a djus t it upwa rd. In othe r words , s ince S ta ff re comme nde d a  1.0 DS C

conditiona l requirement, a  s imila r conditiona l requirement is  a  Modified DSC of 2.0
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1

2

CLARIFICATION/MODIFICATION TO SHORT-TERM DEBT RECOMMENDATIONS

Q-

3

4

Does APS seek clarification/modification to Staff's recommended conditions to

issuances of short-term debt?

Yes. Staff recommended "authorization for APS to incur short-tenn debt not to exceed

$500 million above 7 percent of total capital as long as 1) the excess over 7 percent of

total capital shall be used solely for costs relating to natural gas or power purchases and 2)

APS has a Commission-authorized adjustor mechanism for recovery of these costs." (Staff

Report at 6) APS seeks two clarifications/modifications to Staffs recommendation.

5

6

7

8

.9

10

11

Clarification/Modification No. 1 - Define "these costs."

Q. What is the first clarification/modification to Staff's short-term debt

recommendations requested by APS?

APS suggests replacing the phrase "for recovery of these costs" to "for recovery of natural

gas or power purchases" to provide clarity. Staff supports this change.

Q~ What is the second clarification/modification to Staff's short-term debt

12

13

14

15

16

17

18

19

20

21

22

recommendations requested by APS?

23

24

APS suggests that the authorization related to issuance of short-term debt granted by the

Commission not terminate concomitantly with the termination of a Commission-

authorized adjustor mechanism. Instead, APS requests that, in the event that the adjustor

mechanism is terminated, the short-term debt authorizations granted should continue for

an additional 12 months to provide APS "with sufficient time to prudently address its

short-tenn debt balances." (Comments at 6). Staff has no objection to the Company's

suggested change.

25

A.

A.

A.
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1 DEFINITION OF DEBT

2 Q Wha t is  S ta ffs  comme nt re ga rding AP S ' s ugge s tion tha t the  Commis s ion a dopt

provis ions  to  a void  uninte nde d cons e que nce s  re s ulting  from future  cha nge s  in

ge ne ra lly accepted accounting principals ("GAAP ")?

APS correctly notes that future changes in GAAP could have unintended consequences as

they pe rta in to the  conditions  recommended by S ta ff for is suances  of long-te rm debt

Making provis ions  to avoid such unintended consequences  is  prudent. S ta ff ha s  no

objection to (1) e s tablishment of a  "Notifica tion Pe riod" cons is tent with APS ' proposa l

(Comments at 7), and (2) exempting from debt, for purposes of applying the conditions for

is s ua nce  of de bt, (a ) e xis ting le ga lly-binding a rra nge me nts  tha t a re  not cons ide re d

indebtedness under GAAP as of the  effective  date  of the  Commission's  order in this  case

and (b) future  legally-binding arrangements  tha t a re  not considered indebtedness  under

GAAP on their effective dates that subsequently become indebtedness under GAAP due to

Period, an applica tion with the  Commiss ion specifica lly reques ting a  decis ion regarding

whe the r to include  or e xclude  the  obliga tion(s ) s ubje ct to the  cha nge  in GAAP  in

calculations for purposes of applying the conditions for issuance of debt established in this
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1 R E P LAC E ME NT O F  E XIS TING  AUTHO R IZATIO NS

2 Q-

3

4

5

6

7

8

What is Staff's comment to APS' assertion that the authorizations granted in

Decision Nos. 55120 and 55320 relating to sale-leaseback of Unit 2 of the Palo Verde

Nuclear Generating Station must remain in full force and effect and not terminated

by Staffs recommendation "that the authorizations to incur short-term and long-

term debt obligations provided in this proceeding replace all existing authorizations

and that all existing authorizations terminate upon the effective date of the

authorizations provided in this proceeding"?

9

10

11

Sta ffs  unde rs tanding of the  Comments  is  tha t APS is  in gene ra l agreement with this  S ta ff

re comme nda tion but is  re que s ting e xe mptions  for a uthoriza tions  to incur inde bte dne s s

granted in Decis ion Nos . 55120 and 55320.

12

13

14

S ta ff's  re comme nda tion  is  in te nde d  to  p rovide  c la rity go ing  forwa rd  re ga rd ing  a ll

authority granted by the  Commiss ion to incur new indebtedness . S ta ffs  recommenda tion

15

16

17

is  not inte nde d to a ffe ct a ny e xis ting de bt tha t ha s  a lre a dy be e n incurre d, howe ve r,

ob liga tions  s hou ld  no t be  e xte nde d  (i.e . ,  ne w de b t incurre d) unde r e xis ting  de b t

e xte nde d  ob liga tions  comply with

18

19

20

a rra nge me nts  unle s s  thos e the  Commis s ion 's

a uthoriza tions  gra nte d in this  ca se . Accordingly, S ta ff a gre e s  tha t cla rifica tion of its

recommenda tion is  appropria te  to dis tinguish be tween te rmina tions  of authoriza tions  tha t

pe rta in to e xis ting inde bte dne s s  ve rs us  te rmina tions  of a uthoriza tions  tha t pe rta in to

21

22

23

e xte ns ions  of de bt unde r e xis ting a rra nge me nts . With tha t cla rifica tion, S ta ff sees no

reason to provide  exemptions  for exis ting obliga tions  re la ted to the  sa le -leaseback of Unit

2 of the  Palo Verde Nuclear Generating Sta tion as suggested by the  Company.

24

A.
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1

2 Q-

3

TERMINATION OF EXISTING AUTHORIZATIONS

Does APS seek clarification/modification to Staffs recommendation "that the short-

term and long-term debt levels authorized in this proceeding terminate on December

4 31, 2012"?

Yes, APS seeks two clarifications/modifications to Staffs recommendation.5

6

7

8

9

10

Clarification/Modification No. 1 - Existing Obligations Remain Valid

Q, What is APS' first suggested clarification/modification to Staffs recommendation for

a termination date for debt authorizations?

11

12

13

APS suggests that the Commission order in this proceeding "corliss that all short-term

and long-term debt legally outstanding at December 31, 2012 remain authorized and valid

obligations of APS." (Comments at 9). Staff has no objection to APS' suggested

clarification that only authorizations of new debt terminate at December 31 , 2012, and that

existing obligations at that date remain valid.14

15

16

17

18

19

2 0

2 1

22

Q- What is APS' second suggested clarification/modification to Staffs recommendation

for a termination date for debt authorizations?

23

24

APS requests "that the December 31, 2012 termination date be extended until the

Commission issues a new financing order replacing the then-existing order, provided that

(a) APS files an application for a new financing order on or before December 31, 2011

and (b) the Commission has not issued an order pursuant to Such application on or before

December 31, 2012. This will ensure that APS' ability to access the capital markets is not

abruptly terminated, which would prohibit APS from funding its ongoing operations and

meeting its obligations as a public service corporation." (Comments at 9).

25

A.

A.

A.
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1 Q Wh a t is  S ta ff's  c o mme n t to  AP S ' s e c o n d  s u g g e s te d  c la rific a tio n /mo d ific a tio n  to

Sta ff's  recommenda tion for a  te rmina tion da te  for debt authoriza tions ?

Due  to the  immedia te  needs  for short-te rm authoriza tions  (to fund na tura l ga s  and power

acquis itions), S ta ff supports  this  APS reques t for short-te rm debt. However, the  needs  for

long-te rm de bt a re  of a  diffe re nt na ture  a nd ha ve  gre a te r long-te rm e ffe cts . The re fore

S ta ff doe s  no t s upport AP S ' re que s t a s  it pe rta ins  to  long-te rm de b t. A ge ne ra l

a uthoriza tion to is sue  de bt unde r a  spe cifie d thre shold is  not ne ce ssa ry for APS  to ha ve

a cce ss  to the  ca pita l ma rke ts . In the  e ve nt tha t the  Commis s ion doe s  not gra nt AP S

ge ne ra l a uthoriza tion to is sue  long-te rm de bt within a  spe cifie d thre shold, the  Compa ny

could file  a  reques t for a  specific debt issuance . The  Commiss ion may find tha t granting a

specific authoriza tion is  pre fe rentia l to granting a  gene ra l authoriza tion a t tha t time . S ta ff

re comme nds  tha t the  Commiss ion not pre ma ture ly a s se ss  the  circums ta nce s  tha t might

exist in the  future  and reserve  its  decision until the  future  circumstances can be  evalua ted

15

16

17

MIS C E LLANE O US  C O MME NTS

Authorized Us e  of Funds

Q Wh a t is  th e  n a tu re  o f AP S '  c o m m e n t n o . 13, wh ic h  a d d re s s e s  "wo rkin g  c a p ita l

requirements

20

The  S ta ff Re port s ta te s  tha t "[t]o the  e xte nt tha t the  purpose s  se t forth in the  a pplica tion

ma y be  cons ide re d re a s ona bly cha rge a ble  to ope ra ting e xpe ns e s  or to income , AP S

requests  tha t the  order or orders  from the  Commission in this  matte r authorize  such charge

or cha rges  and tha t they be  deemed working capita l requirements ." (S ta ff Report a t 3). In

its  comments , APS cla ims tha t its  applica tion did not conta in such a  reques t. According to

APS , it ins te a d re que s te d tha t "[t]o the  e xte nt tha t the  purpose s  se t forth he re in ma y be

cons ide re d re a s ona bly cha rge a ble  to ope ra ting e xpe ns e s  or to income , the  Compa ny

requests  tha t the  order or orders  of the  Commission in this  matte r authorize  such charge  or



Dire ct Te s timony of Gordon L. Fox
Docke t No. E-01345A-06-0779
Page 10

cha rge s ." In its  comme nts , AP S  a s ks

include  the  phrase  "deemed working capita l requirements" because , according to APS, not

a ll the  use s  to which ca sh proceeds  from the  reques ted financing orde r would potentia lly

tha t the  Commis s ion's  orde r in this  ma tte r not

be  used can be  classified as  "worldng capita l

6 Q Does Staff have a response to this comment?

Yes . APS correctly note s  tha t its  applica tion does  not include  the  language  used by S ta ff

pe rta ining to working capita l requirements . S ta ff is  not opposed to the  Company's  reques t

tha t the  Commiss ion's  orde r in this  ma tte r omit S ta ffs  language  "deemed working capita l

requirements ." S ta ff note s  tha t providing for working ca pita l is  a n a cce pta ble  us e  of

indebtedness  and tha t working capita l, in tum, supports  payment of ope ra ting expenses

In e s se nce , a uthoriza tion to is sue  de bt for working ca pita l is  not dire ctly dis tinguisha ble

from a uthoriza tion to incur de bt for ope ra ting e xpe nse s . I.e ., in pra ctice , s ince  ca pita l is

fungible , it is  not possible  to tie  Eund sources to fund uses

1 6 Wa ive r o f A.A.C. R14-2-803

1 7 Q Does Staff have a response to the Company assertion that the Staff Report reference

to a "waiver now in existence (per Decision Nos. 65796 and 55017) of A.A.C. R14-2

803" is  an  e rror

Yes. The  Company correctly noted tha t no such waiver was  granted
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1

2

Filing Requirements for Nominal Debt Incurrence

Does Staff have a response to the Company's proposal to limit filings in accordance

with Staff's recommendation that "on each occasion when APS enters into a new

long-term debt agreement that APS file with Docket Control a description of the

transaction and a demonstration that the rates and terms were consistent with those

generally available to comparable entities at the time" to long-term debt agreements

involving traditional indebtedness or borrowed money and exclude any long-term

debt agreement that has a principal value of less than $5 million?

Q

8

9

10

11

1 2

1 3

1 4

15

Ye s . To a void the  pote ntia l for nume rous  filings  re ga rding ins ignifica nt de bt, S ta ff

supports  the  conce pt of not re quiring a  complia nce  filing e a ch time  a  nomina l a mount of

debt is  incurred. S ta ff does  not agree  with APS ' reques t "tha t such filing requirements  be

limite d to long-te rm de bt a gre e me nts  involving tra ditiona l inde bte dne s s  for borrowe d

mone y." AP S  s hould be  dilige nt in a ll of its  tra ns a ctions  to incur de bt re ga rdle s s  of the

form it takes . Accordingly, S ta ff recommends  tha t APS make  a  compliance  filing for each

individua l agreement/transaction or for the  aggrega te  of s imila r agreements /transactions

with a  s ingle  entity to incur long-te rm debt exceeding $5,000,000 within a  ca lendar year.16

17

18

19

20

STAFF'S RECOMMENDATIONS

Q. What are Staff's recommendations?

A. Sta ff makes  the  following recommendations:

21

22

23

24

25

26

A.

S ta ff re comme nds  incre a s ing AP S ' a uthorize d long-te rm de bt thre s hold to $4.2 billion

s ubje ct to the  following conditions : (1) common e quity divide d by common e quity a nd

long-te rm debt (including current maturitie s) is  40 percent or grea te r us ing the  most recent

a udite d fina ncia l s ta te me nts  a djus te d to re fle ct cha nge s  to outs ta nding de bt a nd (2)

modified debt service  coverage  ra tio is  equal to or grea ter than 2.0.
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S ta ff furthe r recommends  tha t the  short-tenn and long-te rm debt leve ls  authorized in this

proceeding te rminate  on December 31, 2012

S ta ff furthe r re comme nds  tha t the  a uthoriza tions  to incur short-te rm a nd long-te rm de bt

obliga tions  provide d in this  proce e ding re pla ce  a ll e xis ting a uthoriza tions  to incur ne w

s hort-te rm a nd long-te rm de bt obliga tions , tha t a ll e xis ting a uthoriza tions  to incur ne w

s hort-te rm a nd long-te rm de bt obliga tions  te rmina te  upon the  e ffe ctive  da te  of the

a uthoriza tions  provide d in this  proce e ding, a nd tha t tha t a ll e xis ting obliga tions  re ma in

va lid

S ta ff furthe r re comme nds  a uthoriza tion for AP S  to incur s hort-te rm de bt not to e xce e d

$500 million above  7 pe rcent of tota l capita l provided tha t (1) the  excess  over 7 pe rcent of

tota l capita l sha ll be  used sole ly for cos ts  re la ting to na tura l ga s  or power purchases  and

(2) APS has  an authorized adjus tor mechanism for recovery of these  kinds  of cos ts . In the

e ve nt tha t the  a djus tor me cha nis m is  te rmina te d, the  s hort-te rm de bt a uthoriza tions

granted should continue  for an additiona l 12 months

S ta ff furthe r recommends  authoriza tion for APS  to (1) conduct the  activitie s  enumera ted

in the  applica tion tha t a re  necessary to secure  and mainta in debt, (2) to de termine  the  form

of se curity, if a ny, for the  continuing long-te rm de bt a nd the  continuing short-te rm de bt

e xe cute  a nd de live r the  s e curity ins trume nts , a nd e s ta blis h a nd a me nd the  te rms  a nd

provis ions  o f the  s e curity ins trume nts , a s  ma y be  de e me d a ppropria te  by AP S  in

conne ction with the  long-te rm de bt a nd the  s hort-te rm de bt, a nd (3) to pa y a ll re la te d

expenses, a ll as  contempla ted in the  applica tion and by the  exhibits  and testimony



Dire c t Te s timony of Gordon L. Fox
Docke t No. E-01345A-06-0_79
Page  13

S ta ff liurthe r re comme nds  tha t whe n AP S  e nte rs  into a  s ingle  a gre e me nt/tra ns a ction or a n

a g g re g a te  o f s im ila r a g re e m e n ts /tra n s a c tio n s  o r a n  a m e n d m e n t(s ) to  a n  e xis tin g

a g re e m e n t(s ) with  a  s in g le  e n tity in  wh ic h  AP S  in c u rs  lo n g -te rm  d e b t e xc e e d in g

$5 ,000 ,000  with in  a  ca le nda r ye a r, tha t AP S  file  with  Docke t Contro l with in  90  da ys  of

the  tra ns a ction or a ggre ga tion of tra ns a ctions  of a t le a s t $5,000,000 a  de s cription of the

tra ns a c tion(s ) a nd a  de mons tra tion tha t the  ra te s  a nd te rms  we re  cons is te nt with  thos e

ge ne ra lly a va ila ble  to compa ra ble  e ntitie s  a t the  time

Sta ff furthe r recommends  denia l of P innacle  Wes t's  reques t for authoriza tion of a  wa ive r

of A.A.C. Rule  14-2-803 purs ua nt to A.A.C. Rule  14-2-806. In the  a lte rna tive , S ta ff

recommends  authoriza tion for P innacle  West to gua rantee  APS ' debt from time  to time  in

indeterminate  amounts

S ta ff furthe r re comme nds  a uthoriza tion for AP S  to re imburs e  P inna cle  We s t for de bt

se rvice  cos ts  pa id by P innacle  West on beha lf of APS in conjunction with the  provis ion of

guarantees of APS debt and a  cost of money on those payments a t a  ra te  not to exceed that

of the  unde rlying loan(s )

S ta ff furthe r re comme nds  de nia l of AP S ' re que s t for a  de c la ra tory orde r confirming tha t

o n ly tra ditiona l indebtednes s for borrowe d mone y re quire s p rio r Commis s ion

a uthoriza tion

23 Q Does this conclude your Direct Testimony

Ye s . it doe s


